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SUBJECT: PIT Rates/Del etes Lowest Bracket and Revi ses Remai ning

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

AMENDMENTSIMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’'S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY.
DEPARTMENT POSITION CHANGED TO
REMAINDER OF PREVIOUS ANALYSIS OF BILL AS INTRODUCED/AMENDED STILL APPLIES.

X OTHER - See comments below.

SUWARY OF BILL

This bill would elimnate the 1% tax rate bracket for personal inconme taxpayers
and revise the inconme threshold anounts for the renaining tax brackets.

SUMVARY OF AMENDIVENT

The February 25, 1997, anendnents elimnated all |anguage regardi ng an ear ned
incone credit and added the new | anguage di scussed in this analysis.

EFFECTI VE DATE

This bill would apply to taxable years beginning on or after January 1, 1997.

SPECI FI C FI NDI NGS

Existing state | aw establishes six tax brackets, which deternmine the rate at
which an individual’s incone is taxed. The tax rates range from1%to 9.3% and
are organi zed into tax rate schedul es which chart the taxable income threshold
anounts applicable to each tax rate. The progressive tax structure results in
only a portion of the taxable incone being subject to each rate bracket. Only
that portion of taxable incone exceeding the incone threshold anount associ ated
with the 9.3%rate is actually taxed at 9.3% Thus, the average rate paid by all
taxpayers is approximately 4%
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An individual’s taxable income passes to the higher marginal tax rate as their
income increases. The result is a tax rate where that portion of income falling
between each tax rate bracket is taxed at that specific rate until the taxable

income exceeds the threshold amount of that rate until reaching the maximum 9.3%
tax rate threshold. Only that portion of taxable income exceeding the 9.3%
threshold is taxed at that rate.

Exi sting state | awalso provides a personal income alternative minimum tax (AMT)
rate of 7%. The AMT was established to ensure that no taxpayers with substantial
economic income avoid any tax liability by using exclusions, deductions, and

credits (tax preference items). In calculating AMT, a personal exemption

deduction is subtracted from the alternative minimum taxable income (AMTI) in the
following amounts: $40,000 for married taxpayers filing joint returns; $30,000

for individuals filing as either single or as a head of household; and $20,000

for married taxpayers filing separate returns. This exemption deduction is

intended to preclude the application of complex AMT rules to taxpayers with few

tax preference items.

Exi sting state | awrequires the Franchise Tax Board (FTB) to index the tax
brackets, the personal exemption credits, and the standard deduction each year
based on the inflation rate.

Thi s bill would eliminate the lowest PIT rate bracket of 1% for all PIT
taxpayers, including head of household filers.

Also , this bill would decrease the taxable income threshold for the 2% bracket

and revise the taxable income threshold of all remaining PIT tax rate brackets

and therefore, each bracket’s calculation of tax.

The revised taxable income threshold amounts in this bill representthe current
bracket amounts for the taxable year beginning on January 1, 1987, and recomputed

each year thereafter.

Thi s bill alsowould make minor technical changes to the existing statute.

Policy Consideration

This bill lists the revised income tax brackets for the taxable year

beginning on January 1, 1987. Current law provides that tax brackets listed
in current law shall be recomputed for each taxable year beginning on or
after January 1, 1988. It is the departments understanding that the author
intended that the revised income tax brackets would be for the taxable year
beginning on January 1, 1997. Amendment 1 is provided to allow the revised
tax brackets would apply to the taxable year beginning on January 1, 1997,
and that the income tax brackets would be recomputed each year for taxable
years beginning on or after January 1, 1998.

The author’s staff has indicated that the bill was intended to eliminate
only the 1% tax bracket. This bill would go beyond that by also revising
the remaining brackets resulting in a tax decrease for all income levels.

This bill would provide a tax benefit to low income taxpayers, but would
provide a decreasing benefit as taxable income increases.
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| npl enent ati on Consi der ati ons

I mpl ementing this bill would require some changes to existing tax fornms and
i nstructions and i nformation systens, which could be acconplished during
nor mal annual update.

FI SCAL | MPACT

Departnental Costs

This bill would not significantly impact the department’s costs.

Tax Revenue Estimate

THE FOLLOW NG TAX REVENUE ESTI MATE AND ANALYSI S REFLECT THE NEW RATES I N
EFFECT BEG NNI NG JANUARY 1, 1997, AND ASSUMES | NDEXI NG THEREAFTER

It is understood that this was the author’s intent.

Revenue | osses are estimated to be:

Esti mat ed Revenue | npact for SB 83
As Amended February 24, 1997
Ef fecti ve after Decenber 31, 1996
Assuned Enactnment After June 30,
1997
Revenue | npact by Taxabl e Years
($in mllions)
1997 1998 1999
($92) ($93) ($94)

Revenue | npact by Fiscal Years
($in mllions)

1997-8 1998-9 1999-0

($129) ($93) ($94)

Thi s anal ysis does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis neasure.

Tax Revenue Di scussi on

Revenue | osses under the Personal Incone Tax Law woul d depend on the nunber
of taxpayers who woul d have their tax reduced or elimnated by the renoval
of the 1% tax rate bracket and the revenue fromthe reduced 2% bracket.

The above estimates are based on the department’s personal income tax model.
These estimates do not reflect any behavioral impact that might occur as a
result of these tax rate changes.

The following table reflects the tax changes by adjusted gross income
classes:
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Esti mat ed Revenue | npact for SB 83 As Anended February 24,1997
Repeal 1% Tax Rate & Lower 2% Tax Bracket 1/
1997 Taxabl e Year
Returns & Tax Liability Changes
By Adjusted G oss |Inconme C asses
Percent of Tax Change As
Adj usted G oss Returns 2/ |Total Returns|Total Tax | Average % of Tot al
I nconme C ass Wth Changes| Wth Changes Change |Tax Change|Tax Liability
(t housands) (mllions)
$0 to $20, 000 1,768 19% (%14) ($8) -7.8%
$20, 000 to $30, 000 1,593 17% (%14) (%9) -2.6%
$30, 000 to $40, 000 1, 368 15% (%14) (%10) -1.5%
$40,000 to $50, 000 1,072 12% ($11) (%10) -1.0%
$50, 000 to 100, 000 2,593 28% ($29) ($11) -0.5%
$100,000 to  $150, 000 513 6% ($6) (%12) -0.5%
$150, 000 and over 349 4% (%$4) ($11) -0.1%
Total s 9, 256 100% ($92) (%10)

1/ The above table reflects the tax changes by adjusted gross inconme as a result
of repealing the 1% tax rate and reducing the starting point of the 2% rate
bracket. The new brackets for this bill, starting with the 1997 tax year, are
projected to begin at $2,850 for single and nmarried filing separate filers and
$5,700 for married filing joint, surviving spouse, and head of household. Under
current law the two percent brackets are projected to start at $5,072/$10, 145,
respectively.

2/ Nunber of returns nade non-taxabl e 400, 000
Nunber of taxpayers made nont axabl e,
counting joint returns as two taxpayers 500, 000
PCSI TI ON
Neut r al

The staff’'s position is determined by adm nistrative considerations and does not
take into account tax policy considerations or revenue inpact on the state.
However, these issues are discussed in the analysis.
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FRANCHISE TAX BOARD’S
PROPOSED AMENDMENTS TO SB 83
As Amended February 25, 1997
AMENDMENT 1
On page 5, line 28, strikeout “1988” insert:

1998



